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Offshore Systems International Ltd. (OSI) provides precise electronic display systems and geo-

spatial data for naval navigation and situational awareness. Founded in 1977, OSI maintains a position 

of technological leadership in its field, a record appreciated by military, government, and commercial 

customers around the world.

OSI is publicly traded and has three subsidiaries. Offshore Systems Ltd. provides systems for the 

dynamic display of geo-spatial data for mission-critical operations such as ship navigation. OSI Geomatics 

Ltd. and OSI Geomatics Inc. (in the United States) provide analysis, production, and distribution of geo-

spatial data for electronic display.

The Company

The Year

Record Revenue 
Up 75% to $13.9 million.

Record Profits 
Earnings up 230% to $1.6 million.

Growth
New sales to key customers. Quoted for trading on U.S. equity markets.   

Opportunity 
An expanded subsidiary and a broader product range.
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Revenue

Earnings

OSI is listed on the Toronto Stock Exchange (“OSI”) and in the United States on the Over the Counter Bulletin Board (“OFSYF”).

The Numbers ($ Millions)
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OSI’s navigation systems are on active duty on warships today: 34 US Coast Guard ships, 51 Royal Danish Navy 

ships and 45 Canadian Navy ships. 15% of US Navy ships, including Carrier Battle Groups, are slated to have the 

system by 2004. Safer ships, efficient ops, effective missions – these people know the value of good navigation. 

OSI’s highly specialized electronic 
navigation system is deployed on 
warships around the world. 

In Action



2

Offshore Systems International Ltd_2002

3

OSI has a great product in the technical lead. ECPINS® (Electronic Chart Precise Integrated Navigation System) is 

the world’s leading system for the safe navigation of ships. It is proven, reliable, and recognized as the best. ECPINS 

meets international safety and quality standards, including ISO 9000 and the International Maritime Organization’s 

(IMO) standards. ECPINS is the product to beat.

ECPINS® gives ship navigators a 
precise, real-time display of position 
and progress on electronic charts.

The Best
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OSI has won over to its side committed partners  and  long term  customers. Lockheed  Martin Marine Systems 

and Terma A/S of Denmark depend on OSI to fulfill large Navy contracts for command and control systems. For years, 

OSI has worked with the Canadian Navy and U.S. Coast Guard outfitting ship after ship. Canada has invested in our 

R&D program. In OSI’s competitive international neighborhood, it pays to have strong friends.

Strong long-term customers are the 
foundation on which OSI has built 
its international business.

Strong
Allies
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More security.
The demand for better security and defense is growing and OSI is in a good position to fulfill it. Current naval 

customers need system upgrades and support services. The NATO navies have 3000+ ships that are candidates for 

ECPINS. OSI continues to fine-tune its product – the US Navy has installed ECPINS on experimental vessels. Focus on 

the military market is paying off. 

Going ashore. 
Demand is also growing for up-to-date, precise, electronic mapping. OSI’s expanded subsidiary, OSI Geomatics,

has the expertise to win more of this work. We know the hydrographic and land mapping business in North   America. 

There are customers in all sectors – military, government, and commercial. Orders are already in.

Into the ops room. 
OSI’s technology is well-suited to the emerging field of geographic situational awareness. 

This technology-driven field demands electronic chart data and display for command and control applications. For 

this, R&D has produced a flexible new server product. OSI plans to stay in the lead.

Combined forces, targeting, command 
and control – OSI’s new server makes
it possible for commanders to work 
with real-time situational awareness.

Surging
Ahead
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Report to Shareholders

We are very pleased to present our report to shareholders for 2002. Growth and profitability are the foundation 

for building a great company, and our 2002 results set records for both. We met many important milestones on the 

road to an even stronger future.

In 2002, OSI’s consolidated revenue growth trend continued with revenues increasing 75% to $13.9 million over 2001. 

Net earnings reached a new high of $1.6 million. Cash flow from operations, at $1.5 million for the year, was strong, 

and we ended 2002 with approximately $3.2 million in cash, and $4.4 million in working capital.

Three years ago, we focused our product development and marketing efforts on opportunities in the naval 

navigation market, where we believed we could find profitable niches. This focused approach has transformed OSI 

into a leading supplier of highly specialized software, systems and services for warship navigation. These products 

improve ship safety, operating efficiency and mission effectiveness. With the increasing priority by nations on defense 

and security, OSI has seen strong growth. 

This approach has served the expanding needs of existing customers and it has captured new 

customers. The Canadian Navy and the United States Coast Guard have maintained their strong, 

long-term business relationship with OSI. The United States Navy and the Royal Danish Navy have become 

customers since the beginning of 2001 and contributed significantly to the Company’s 2002 results. Along with the 

Canadian Coast Guard and the large installed base in the Canadian and U.S. Great Lakes, many of the Company’s 

fleet customers have long term requirements for technology upgrades and enhanced system capabilities, in addition 

to training and product support services. This ongoing evolution in customer needs is an important future revenue 

stream for the Company as the customer base grows. 

In 2002, we adopted a new and broader vision for OSI. Our customers told us that they saw OSI’s business 

capabilities as more than just naval navigation systems and chart data, and we are responding to the market’s needs. 

We have targeted OSI’s business at an emerging market for geographic situational awareness systems, data and 

services. Geographic situational awareness is a technical term used by our customers that means knowing where 

you are and what’s around you, and using that information to achieve a purpose. Broadening our vision to encompass 

geographic situational awareness systems and services will allow us to apply our skills and technology to meet 

product needs in commercial marine navigation, land-based navigation, military command and control systems, and 

civilian decision support systems and mapping services.

This exciting new vision sustains our leadership in naval navigation systems and electronic chart data production, 

while it opens the opportunity to provide land and air-based products based on our advanced geographic data display 

technology and our data production skills.

The first step of this new vision was to launch OSI Geomatics in November 2002. Where previously we had a small, 

but promising nautical data production company, OSI Geomatics supplies both nautical chart production services as 

well as land-based mapping services for civic, regional and state-level customers. These new customers need up-to-

date precision maps. OSI Geomatics offers map finishing and digitizing, photo scanning, aerial triangulation, data 

capture, and orthophoto production to meet their needs.

OSI Geomatics has already enjoyed its first major success, having won and executed a contract worth more than 

a half-million dollars in 2002. We are very enthusiastic about the future prospects for this business. 
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The changes in Securities and Exchange Commission rules in 2002, combined with new regulation 

and standards in Canada, have put an increased emphasis on corporate reporting and governance 

practices. We are pleased to report that we are continuously improving OSI’s governance structure 

to ensure compliance with regulations, and to provide investors with the information they need to 

make informed decisions. The board of directors and the audit committee have reviewed, and amended where 

necessary, the Company’s corporate governance policies to be compliant with both Canadian and United States 

requirements and guidelines. In our consideration of governance and disclosure best practices, many of these are 

already in place at OSI. 

In summary, it’s been a great year for OSI. Record results and exciting new business initiatives combine to 

position us for a bright future.  

John A. Jacobson   Raymond W. Johnston

President & Chief Executive Officer Chairman of the Board

We also had an important corporate development in 2002. As part of our plans to broaden the investor base 

and increase both the value and liquidity of the Company’s shares, OSI registered with the Securities and Exchange 

Commission in the United States of America, and is now quoted on the Over the Counter Bulletin Board there. 

This new registration makes our shares available to investors in the United States. 
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Forward-Looking Statements - Statements in this report, or any document filed by Offshore Systems 
International Ltd. (the “Company”) with the different governing authorities, or in any other written or oral 
communication by or on behalf of the Company, to the extent not directly and exclusively based on historical 
events, constitute forward-looking statements. These statements represent the Company’s intentions, plans, 
expectations, and beliefs, and no assurance can be given that the results described in such statements will 
be achieved.

Forward-looking statements include, without limitation, statements evaluating market and general 
economic conditions in the following sections, and statements regarding future-oriented costs and 
expenditures. Investors are cautioned not to place undue reliance on these forward-looking statements, which 
reflect management’s analysis only as of the date thereof. These forward-looking statements are subject to 
certain risks and uncertainties that could cause actual results to differ materially. Such risks and uncertainties 
with respect to the Company include the effects of general economic conditions, changing foreign exchange 
rates and actions by government authorities, uncertainties associated with legal proceedings and negotiations, 
industry supply levels, competitive pricing pressures and misjudgements in the course of preparing forward-
looking statements.

The Company disclaims any intention or obligation to update or revise any forward-looking statements, 
whether as a result of new information, future events or otherwise.

Vision, Core Businesses and Strategies
Vision
The Company is building a profitable and growing business by capitalizing on a growing need for 

geographic situational awareness computerized systems, support services and data inputs. Geographic 
situational awareness is the human perception of location and situation, and is provided by simple tools like 
compasses and maps, or more sophisticated computer displays and Global Positioning System satellites. 
Demand for high-end products, services and data are growing as geographic systems become more common, 
and as prices for both system products and geographic data decline. This early-stage market has its roots in 
government and military labs, and as the technology moves into the commercial realm, both the range of 
products and the size of the market will increase. The Company’s vision is to span both the government labs 
and the commercial sector, enhancing its position in the military and commercial markets it currently occupies 
and steadily growing its successful business into new military and commercial markets as the technology 
expands.

The Company’s vision for future development is centred on three key goals:

• Diversifying the Company’s business beyond government customers,

• Diversifying the Company’s business beyond marine applications and

•  Broadening the investor base and increasing both the value and liquidity 

of the Company’s shares.

Management Discussion and Analysis      For the year ended November 30, 2002
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Core Businesses
Founded in 1977, the Company has two lines of business - systems and geomatics. The systems line 

of business designs, develops and markets the proprietary ECPINS® (Electronic Chart Precise Integrated 
Navigation System) line of electronic chart navigation aids for ships. ECPINS® is designed, developed and 
marketed by Offshore Systems Ltd., a wholly owned subsidiary. ECPINS® helps to reduce the risk of navigation-
related incidents by giving bridge crews a precise, real-time display of their position, course and speed, against 
a background of fixed obstacles and other navigational hazards. Offshore Systems has developed a strong 
market position in military navigation, and has ECPINS® systems deployed with the United States Coast Guard, 
the Canadian Navy, the Royal Danish Navy and the United States Navy. The geomatics line of business, which 
is operated through OSI Geomatics Ltd. and OSI Geomatics Inc., (wholly owned subsidiaries), produces and 
markets both land and nautical mapping products for the military, governmental and commercial marketplace 
in North America.

Engineering and Product Development Strategy
The Company’s key value-generating activity is the development and maintenance of its intellectual 

property (IP). There are a number of forms of licenses and other agreements that the Company will use to 
make its IP available to its customers, its partners and to the development community that will rely on the 
Company’s IP for their operations.

Development activities will be focused on niches in which the Company can gain and hold competitive 
advantages. The Company will concentrate development in market niches that the Company can develop 
significant share in and which will generate high gross margins.

Quality Strategy
The Company’s complex products fall under the purview of a number of international standards. 

The Company’s overall qualification target is ISO9001:2000 worldwide.
Each operating entity will have to adopt and adhere to such environmental, physical, electrical 

and performance standards as are relevant to its products. For instance, navigation systems 
have to comply with one or more standards from the International Hydrographic Organization, 
the International Maritime Organization, the International Electrotechnical Commission, NATO, and 
the United States Navy.

In all cases the standards and quality strategy is there to support customer satisfaction and product 
performance.

Human Resource Strategy
The human resource strategy revolves around developing sustained core competencies in key areas to 

support the business vision. The Company’s human resource base will be managed to ensure that the core 
competency and skills portfolio requirements to support the business are met. New hires will be selected 
based on attitude, aptitude, experience and credentials.

Capitalization Strategy
The Company will maintain a strong balance sheet with an adequate level of liquidity. The Company’s 

finances will be structured to ensure that the ratios are maintained, and that working capital is not 
compromised.
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Shareholder Value Strategy
The Company is a publicly traded company listed on the TSX exchange in Toronto and quoted for trading 

in the U.S. on the Over The Counter Bulletin Board (OTCBB).  
The Company’s target shareholder is a technology investor, either an individual or small-cap fund that 

invests in technology companies on a growth and value basis. The Company plans to develop earnings growth 
to support the investor valuations, and to market the Company as an investment through investor relations 
programs in Canada and the U.S.

To maximize the value of the Company to shareholders, the Company will apply the following principles:

• Minimize dilution from its stock option program while maintaning the program at a reasonable level 

• Minimize dilution from equity financings

• Deliver consistent operating results

• Ensure clear, timely and accurate disclosure

•  Adopt first-rate corporate governance best practices, in addition to complying with regulatory 

requirements

Key Performance Drivers
The following discussion on key performance drivers and measures is not intended as investment advice 

to the reader. Before making any investment decision, the reader should seek professional advice from an 
independent accredited investment advisor.

 The key performance drivers that have created the success of the Company to-date will be sustained:

• Developing and sustaining cash-positive profitable operations in every business endeavour,

• Focusing on market niches that will generate high gross margins and

• Building business internationally through effective partnerships and teaming relationships.

Key performance measures that can be used to monitor how the Company has developed and sustained 
cash positive profitable operations include GAAP measures such as net earnings for the year as disclosed in 
the Consolidated Statements of Earnings and Deficit and cash flows from operating activities as disclosed on 
the Consolidated Statements of Cash Flows. Another common measure that can be used is the working capital 
balance. Working capital is the net difference between current assets and current liabilities as disclosed on 
the Consolidated Balance Sheets. 

The key performance measures that can be used to evaluate how the Company is focusing on market 
niches that will generate high gross margins are the gross profit as disclosed in the Consolidated Statements 
of Earnings and Deficit and the gross profit percentage. Gross profit percentage is calculated by determining 
the percentage that gross profit is of total revenue. 

Building business internationally through effective partnerships and teaming relationships can be measured 
by monitoring the Company’s backlog status in conjunction with reviewing the Company’s press releases. 
The Company’s backlog level can provide an indicator as to how the Company has levered its partnerships and 
teaming relationships into generating orders from customers. During the past year, agreements with Terma 
A/S of Denmark and Lockheed Martin Marine Systems of the United States were announced. Both of these 
agreements have resulted in orders during FY2002.

Discussions on these measures are provided in the section entitled - “Results” below.

Management Discussion and Analysis      For the year ended November 30, 2002
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Capability to Deliver Results
The Company’s capability to deliver results relies on two primary resources: its liquidity and capital 

resources, and its human resources. 

Liquidity and Capital Resources
The Company believes that the best return on investment for its shareholders will be derived from 

maintaining cash-contributing profitable operations that provide an adequate liquidity and capital resource 
base for growth. It is essential that every business endeavour the Company develops or acquires must generate 
a positive cash flow from the onset.

The Company believes that cash flow from operating activities, together with cash on hand and borrowings 
available under its revolving credit facilities, will be sufficient to fund currently anticipated working capital, 
planned capital spending and debt service requirements for the next 12 months. There can be no assurance 
that these resources will be adequate or that additional financing will be available to the Company.

Human Resources
The Company believes that the best return on investment will be derived from a long-term 

investment to this resource base. It is essential to have experienced, capable resources trained in our 
methodologies and standards. This training requires a significant investment, particularly for the Company’s 
research and development resources and it is necessary to ensure that employees constantly upgrade their 
skills.

Maintaining our existing employee base and adding the right people in the right position at the right time 
to this base has been a significant factor in our performance over the past two years. At the end of FY2002, 
the Company had an employee base of 64 people. During the fiscal year 2002, the Company added 12 new 
positions to address the growth in both its systems and geomatics lines of business.

The Company believes that the current employee base will be sufficient to meet the planned growth of the 
existing operations for the next 12 months. There can be no assurance that these resources will be adequate 
and that additional staff will be available to the Company.



12

Offshore Systems International Ltd_2002

13

Results
The Company’s financial statements are prepared in accordance with generally accepted accounting 

principles in Canada (“CDN GAAP”) and are presented in Canadian dollars unless otherwise indicated. 
All references in this report to financial information concerning the Company refer to such information in 
accordance with CDN GAAP and all dollar amounts in this report are in Canadian dollars unless otherwise 
indicated.

The following discussion and analysis provides a review of activities and results of operations of the 
Company for the fiscal year ended November 30, 2002 in comparison with those for the fiscal year ended 
November 30, 2001. This discussion should be read in conjunction with the Company’s 2002 Audited Financial 
Statements.

The Company has had a volatile operating history making an evaluation of the Company and its prospects 
complex and challenging. The Company’s prospects must be evaluated keeping in mind the risks, expenses 
and difficulties encountered by companies seeking to introduce new products into rapidly evolving niche 
markets with a limited number of competitors, only a few of which are well financed. To address these risks 
and uncertainties, the Company must, among other things, successfully market its existing products and 
technologies, complete and introduce products under development in a timely manner, continue to upgrade 
and commercialize its technologies, attract, retain and motivate qualified personnel, manage rapid growth 
and establish strategic alliances with large multi-national corporations. There can be no assurance that the 
Company will successfully address all of these challenges.

The Company’s annual and quarterly operating results are primarily affected by the level, timing and 
duration of customer orders, relative mix of value added products and services and fluctuations in materials 
costs. The Company’s operating results are also affected by, amongst other factors, price competition, 
manufacturing effectiveness and efficiency, the ability to manage inventory and capital assets effectively, 
foreign exchange fluctuations, the timing of expenditures in anticipation of increased sales, customer product 
delivery requirements and shortages of components or labour.

The Company has incurred losses from continuing operations in three of the last six years and as at 
November 30, 2002, had an accumulated deficit in shareholders’ equity of $12,188,284. In FY2002, the Company 
recorded $13,868,779 in revenue, driven by contracts executed by the Company during the year with the United 
States Coast Guard, the Royal Danish Navy and the Canadian Navy. In addition, cash and cash equivalents 
strengthened to $3,244,048, with positive cash flow from operations for the past three years.

Critical Accounting Policies
The Company prepares its consolidated financial statements in accordance with accounting principles 

generally accepted in Canada, and makes estimates and assumptions that affect its reported amounts of assets, 
liabilities, revenue and expenses, and the related disclosure of contingent liabilities. The Company bases its 
estimates on historical experience and other assumptions that it believes are reasonable in the circumstances. 
Actual results may differ from these estimates. 

Management Discussion and Analysis      For the year ended November 30, 2002
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The following critical accounting policies affect the Company’s more significant estimates and assumptions 
used in preparing its consolidated financial statements:

Revenue
The Company is required to estimate the costs to complete certain systems and geomatics services 

contracts. Revenues from these contracts are recognized on the percentage-of-completion method measured 
by the percentage of costs incurred to total estimated costs to complete for each contract. When it has been 
determined that a contract will generate a loss for the Company, the Company estimates that loss and books a 
reserve for the total expected loss on the contract. In the event that actual results differ from these estimates, 
or the Company adjusts these estimates in future periods, the Company may need to adjust the revenues for 
these projects.

Future Income Taxes
The Company is required to estimate its income taxes in each of the jurisdictions in which it operates. 

This process involves estimating the Company’s actual current tax exposure, together with assessing temporary 
differences resulting from differing treatment of items for tax and accounting purposes. These differences 
result in future tax assets and liabilities that may be included on the Company’s consolidated balance sheet to 
the extent a net future tax asset or liability exists. The Company recognizes future income taxes to the extent 
that their realizations are considered more likely than not and provides a valuation allowance against any 
remaining balance. Therefore, a valuation allowance is provided for. The valuation allowance is based on the 
Company’s estimates of taxable income by jurisdiction in which it operates and the period over which its future 
tax assets will be recoverable. In the event that actual results differ from these estimates, or the Company 
adjusts these estimates in future periods, the Company may need to adjust the valuation allowance.

Technology Partnerships Canada
The Company is required to estimate the repayment amount of the contribution from Technology 

Partnerships Canada. This process involves assessing the likelihood the Company will earn certain revenues 
that trigger the repayment. In the event that actual results differ from these estimates, or the Company adjusts 
these estimates in future periods, the Company may need to adjust the Technology Partnerships Canada 
royalty.

Inventory
The Company values its inventory at the lower of cost, determined on an average cost basis, and net 

realizable value. The Company assesses the need for inventory write-downs based on its assessment of 
estimated net realizable value using assumptions about future demand and market conditions. If market 
conditions differ from those originally estimated by the Company, an additional inventory write-down may 
be required.

Accounts Receivable
The Company maintains an allowance for doubtful accounts for estimated losses that may arise if any of its 

customers are unable to make required payments. Management specifically analyses the age of outstanding 
customer balances, historical bad debts, customer credit-worthiness and changes in customer payment terms 
when making estimates of the uncollectability of the Company’s accounts receivable. If the Company determines 
that the financial condition of any of its customers deteriorates, increases in the allowance may be made.
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Results of Operations
For the fiscal year ended November 30, 2002, the Company had net earnings of $1,635,031, or $0.06 per 

share on a fully diluted basis.
The table below presents, for the periods indicated, selected financial data of the Company expressed as 

a percentage of total revenues:

Year ended November 30

2002 2001

Revenues:

 Systems and systems components 70.4% 74.3%

 Geomatics 16.9% 13.6%

 Software 7.0% 7.8%

 Other 5.7% 4.4%

100.0% 100.0%

Direct Costs 50.2% 42.1%

Gross profits 49.8% 57.9%

Expenses

 General and administrative 18.7% 24.7%

 Research and development 10.9% 15.2%

 Sales and marketing 12.7% 14.4%

 Amortization 2.7% 5.0%

 Interest 0.0% 0.7%

 Foreign exchange (gain) loss 0.4% (0.8%)

 Technology Partnerships Canada royalty 3.4% 4.9%

 Technology Partnerships Canada contribution (6.2%) (9.7%)

42.7% 54.5%

Earnings from operations 7.1% 3.4%

Proceeds on settlement of claim 1.6% 0.0%

Earnings before tax recovery 8.7% 3.4%

Income tax recovery 3.1% 2.9%

Earnings for the year 11.8% 6.3%

Management Discussion and Analysis      For the year ended November 30, 2002
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Revenues
The Company’s core revenue stream is derived from four sources: Systems and System Components, 

Software, Geomatics, and Other which includes System Repairs and Servicing, Training and Consulting. 
The Company’s principal developed and manufactured product, the Electronic Chart Precise Integrated Navigation 
System (“ECPINS®”), delivers the majority of the revenue.

The Company recognizes revenue from each source when earned in compliance with the appropriate 
accounting regulations. Certain revenues from projects for navigation systems or recognized using the percentage 
of completion method of accounting, whereby revenue and profit in the period are based on the ratio of costs 
incurred to total estimated costs of the project for each segment of the project. Certain other systems revenues 
and revenues from navigation software are recognized at the time of delivery of the system to the customer or the 
delivery of the software and software locks to the customer if persuasive evidence exists of an agreement with 
the customer, the price is fixed and determinable, collection is probable, and there are no ongoing obligations 
of the Company to provide future services. Systems revenues under bill-and-hold arrangements, whereby 
revenues were recognized but goods have not been shipped, are recognized when the customer has substantial 
business purpose for ordering the goods on a bill-and-hold basis and the Company does not retain any specific 
performance obligations such that the earnings are not complete. Revenues from the sale of geomatics products 
are recognized when the products are delivered. Revenues from projects for geomatics services are recognized 
using the percentage of completion method of accounting, whereby revenue and profit in the period are based on 
the ratio of costs incurred to total estimated costs of the project for each segment of the project. Revenues from 
systems components and other revenues are recorded at the time of delivery or as the services are provided.

The Company’s revenue and margins can vary from period to period as a result of the level of business 
volumes, seasonality of demand, mix of contracts and component supply availability. The Company’s 
contracts with its key customers generally provide a framework for its overall relationship with the customer. 
Actual production volumes are based on orders for the delivery of products.

Consolidated revenue for the year was $13,868,779, compared with $7,919,632 for FY2001, an increase of 75%. 
In FY2002, the Company increased revenue levels from its FY2001 customer base. The main customers for the 
Company’s products and services were the U.S. Coast Guard (“USCG”), Canadian Coast Guard (“CCG”), Canadian 
Department of National Defence (“DND”), Royal Danish Navy (“RDN”) and the U.S. Navy (“USN”). Sales from 
these markets accounted for 91% of the 2002 consolidated revenue and 90% of the 2001 consolidated revenue.

Gross Profit
The Company’s gross profit increased $2,317,998 to $6,903,370 in FY2002 from $4,585,372 in FY2001.  

Gross profit percentage decreased to 49.8% in FY2002 from 57.9% in FY2001. The decrease was attributable 
to a major project that included a large proportion of third-party systems. If the effect of this project were 
eliminated, the gross profit percentage for FY2002 would have been 56.2%.

General and Administrative Expenses
General and administrative (“G&A”) expenses consist mainly of salaries and benefits of management 

and administrative personnel, professional fees, public company expenses, related facility costs and general 
administrative expenses. G&A increased by $639,590 in FY2002 to $2,596,895 from $1,957,305 in FY2001.
The increase is the result of additions to the Company’s management team, the addition of U.S.-based investor 
relations support and one-time professional fees relating to the Company’s initial SEC registration and legal 
matters relating to the settlement of lawsuits as disclosed in the annual financial statements. As a percentage 
of revenue, G&A decreased to 18.7% in FY2002 from 24.7% in FY2001.
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Research and Development Expenses
Research and development (“R&D”) expenses consist mainly of salaries and benefits of software 

and hardware engineering personnel, sub-contractor costs and related overhead and facilities expenses. 
The Company continued to invest in new product development in 2002. The Company believes that in order 
to maintain its technological advantage, it must continue to fine-tune existing products and introduce new 
high quality products that challenge and redefine the industry standards. As a result, FY2002 spending on R&D 
increased to $1,516,528 or 10.9% of revenue, compared to $1,206,974 or 15.2% of revenue in FY2001.

In November of 1999, the Company announced an agreement with Technology Partnerships Canada 
(“TPC”) whereby TPC granted financial assistance to the Company for the purpose of assisting the Company 
fund research and development activities. The maximum eligible repayable contribution is $4,000,177 over 
the period to March 31, 2003. During the year, the Company incurred costs of $863,851 and has claimed the 
full amount. To November 30, 2002, the Company has claimed a total of $3,623,295. Also, during the year, the 
Company paid or accrued for payment royalties to TPC. Cumulatively to November 30, 2002, the Company 
has paid $354,159 in royalties and accrued for $712,097 in royalties payment after November 30, 2002. 
TPC focuses on near-market R&D and on high quality companies in identified markets. With TPC, the Canadian 
government is taking an “investment approach” to the Company’s technology, sharing both the risks and 
rewards of its projects.

Sales and Marketing Expenses
Sales and marketing (“S&M”) expenses consisted primarily of compensation of sales and marketing 

personnel, as well as expenses associated with advertising, trade shows, facilities and other expenses related 
to the sales and marketing of the Company’s products and services. S&M expenses increased $620,010, or 
54.3%, in FY2002 to $1,761,669 (12.7% of revenue) from $1,141,659 (14.4% of revenue) in FY2001. The increase 
in expenses was the result of the Company’s increased level of business development activity relating to its 
expansion efforts in the United States and into European and Asia-Pacific markets.

Amortization
Total amortization decreased slightly to $375,769 from $394,168 in FY2001. The decrease reflects the final 

amortization of the deferred chart costs during FY2002.

Interest
Interest expense decreased to $3,582 from $55,380 in FY2001 because the Company did not utilize its credit 

facility during FY2002.

Income Taxes
Based on the information available at the time of the issue of the annual audited financial statements, 

the Company estimated that it will have sufficient taxable earnings in future years to utilize a portion of 
the Company’s $4,855,787 Canadian non-capital losses carried forward. As a result of this assessment, the 
Company recognized a future tax asset of $426,416 for the year ended November 30, 2002. In accordance with 
CDN GAAP, the Company provided a valuation allowance of $2,985,840 against the total future tax asset as 
it is not considered more likely than not that the remaining future tax asset will be recovered. The Company 
continues to evaluate its taxable position quarterly and considers factors such as estimated taxable income, 
the history of losses for tax purposes and the growth of the Company, among others.

Management Discussion and Analysis      For the year ended November 30, 2002



16

Offshore Systems International Ltd_2002

17

Net Earnings
Consolidated net earnings for the year were $1,635,031, or 11.8% of revenue, compared to $496,409 for 

FY2001, or 6.3% of revenue.

Backlog
Backlog consists of firm, fixed, signed orders issued to the Company and executable by the Company 

subsequent to the balance sheet date. Order backlog as at November 30, 2002, was $3.7 million compared to 
$8.4 million one year earlier. The Company’s backlog is affected by the timing of the signing of major contracts. 
The high backlog balance as at November 30, 2001 was the result of two substantially incomplete major 
contracts, one with the Royal Danish Navy and the other with the Canadian Department of National Defence, 
awarded to the Company in the last half of FY2001. Because governments approve budget expenditures on an 
annual basis, multi-year contracts with government agencies have a termination-for-convenience clause that 
allows the contract to be terminated should future budget funding not be approved. The Company has included 
the full value of these contracts in backlog as no evidence exists that the contracts would be terminated.

Liquidity and Capital Resources
The Company concluded the fiscal year with a strong balance sheet and cash position. At November 

30, 2002, the Company has current assets of $8,810,568, current liabilities of $4,361,076 and a cash position 
of $3,244,048. Working capital increased $1,601,341 to $4,449,492 at November 30, 2002 from $2,848,151 a 
year earlier. The Company has credit facilities consisting of an operating line, standby letters of credit, and 
forward exchange contract facilities. The credit facilities permit the Company to borrow funds directly for 
general corporate purposes (including acquisitions) at floating rates. No borrowings against the operating 
line were outstanding as at November 30, 2002. The Company has issued standby letters of credit totalling 
U.S.$859,900. The Company has utilized the standby letters of credit to back certain performance obligations 
with its customers. The Company has entered forward exchange contracts in the amount of U.S.$350,000. 
The Company utilizes its forward exchange contract facility to reduce the level of exposure to exchange rate 
movements between the U.S. dollar and Canadian dollar.

Fiscal year ended November 30, 2002 (“FY2002”) operating cash flow, before changes in non-cash working 
capital items, was $1,568,937, compared with $663,277 in the fiscal year ended November 30, 2001 (“FY2001”), 
an increase of $905,660. The improvement reflected the increased profitability of the Company for the fiscal 
year 2002. Changes in non-cash working capital items were a usage of cash of $306,525 for FY2002 compared 
to providing cash of $448,428 for the previous year. Changes occurred in most non-cash working capital 
items between the two fiscal years - all within the normal business activities of the Company. The two largest 
changes in non-cash working capital were to Accounts receivable, and Accounts payable and accrued liabilities. 
Both of these increases reflect the increased business activities of the Company.

Net cash provided by financing activities amounted to $568,252 in FY2002, compared to $318,370 in FY2001. 
The improvement of $249,882 was largely the result of the issue of common shares through the employee 
stock option plans.

 Cash used in investing activities totalled $624,241, compared with $154,773 in FY2001. The increase reflects 
the equipment and software upgrades purchased in the systems line of business and additional equipment 
and software to support the new initiatives in the geomatics line of business.

The net increase in cash and cash equivalents amounted to $1,206,423 in FY2002, compared with a net 
cash position increase of $1,275,302 in FY2001.
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The Year in Review
In December 2001, the Company was awarded an order by the U.S. Coast Guard. The contract value to the 

Company is approximately C$1.0 million (U.S.$650,000) and delivery is scheduled in 2002.
In January 2002, the Company announced that its proprietary Electronic Chart Precise Integrated Navigation 

System (ECPINS-M) has been re-validated to meet the latest published chart data and display library standards 
by the National Imagery and Mapping Agency of the U.S. Department of Defense for Direct Read of NIMA 
Digital Nautical Charts.

In the same month, the Company received an order for its ECPINS-®M software to provide an improved 
Navigation Situational Awareness capability for some select ships being deployed as part of the USS GEORGE 
WASHINGTON Carrier Battle Group and USS NASSAU Amphibious Readiness Group.

In February 2002, the Company continued to receive significant new orders. After announcing the major 
new order in December, it received C$1.7 million (U.S.$1.1 million) in additional new orders - bringing the total 
new business booked to date in the fiscal first quarter to C$2.7 million (U.S.$1.7 million). The new orders are 
from three of the Company’s key customers – the Royal Danish Navy, the U.S. Coast Guard and the U.S. Navy, 
and were for the Company’s ECPINS-®M systems, and for electronic charts and chart services.

In March 2002, the Company announced the release of an advanced version of its proprietary 
ECPINS®-M (Electronic Chart Precise Integrated Navigation System-Military) software technology. 
This technology forms the functional core of the Company’s ECPINS®-M electronic chart system 
product suite.

In the same month, the Company announced that it has signed a memorandum of agreement with the 
leading Command and Control Systems company Terma A/S of Denmark. The non-exclusive agreement will 
lead to the joint development of a new Electronic Chart system product for Command and Control applications 
to meet specific Royal Danish Navy requirements.

In May 2002, the Company announced that it has received C$1.3 million (U.S.$850,000) in new orders from 
the U.S. Coast Guard. These new orders were for the Company’s proprietary ECPINS®-M (Electronic Chart 
Precise Integrated Navigation System-Military) systems, and for electronic charts and chart services

In June 2002, Lockheed Martin Marine Systems and the Company announced a teaming agreement that 
will provide the world’s most advanced navigation software to U.S. Navy ships, completely eliminating the 
need for paper navigation charts.

Again, in June 2002, the Company announced it has received $2.2 million (U.S.$1.4 million) in new orders 
from the U.S. Coast Guard. These orders are for additional proprietary ECPINS®-M (Electronic Chart Precise 
Integrated Navigation System-Military) systems as well as system upgrades.

In July 2002, the Company announced that it has received Type Approval of its ECPINS® product line as an 
International Maritime Organization standard Electronic Chart Display and Information System (ECDIS).

 In the same month, the Company announced that it has completed the installation of its latest 
ECPINS®-M system aboard Lockheed Martin’s Sea SLICE advanced technology demonstration vessel. 
Developed by the United States Navy Office of Naval Research and the Naval Electronics & Surveillance 
Systems division of Lockheed Martin, Sea SLICE participated in the United States Navy’s Fleet Battle 
Experiment – Juliet. The U.S. Navy’s Fleet Battle Experiments are underway-exercises designed to evaluate 
new technology and new operational concepts for future development and deployment.

In October 2002, the Company announced a strategic expansion initiative to expand the business scope of 
its wholly-owned subsidiary Offshore Charts Ltd. beyond production of electronic navigation charts to include 
production of land-based mapping products. The Offshore Charts Ltd. subsidiary was also renamed to OSI 
Geomatics Ltd. to better reflect its business expansion. The Company also announced it had received initial 
land-mapping orders totalling in excess of C$575,000 (U.S.$360,000).

Management Discussion and Analysis      For the year ended November 30, 2002
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 In the same month, the Company announced that it received a C$450,000 (U.S. $285,000) order for its 
proprietary Electronic Chart Precise Integrated Navigation System-Military (ECPINS-M) software to provide 
an enhanced Navigation Situational Awareness capability for certain undisclosed United States Navy Carrier 
Battle Groups (CBG) and their associated Amphibious Readiness Groups (ARG).

Again in October 2002, the Company’s common shares commenced being quoted for trading in the United 
States on the Over The Counter Electronic Bulletin Board, under the ticker symbol: OFSYF.

In December 2002, the Company announced orders totalling $850,000 from follow on business from the 
Canadian Navy and the Royal Danish Navy.

In January 2003, the Company announced that it intends to proceed with a normal course issuer bid 
whereby it will purchase its own common shares out of the market through the facilities of the TSX. The board 
of directors of the Company has authorized the repurchase of up to 1,300,000 common shares, representing 
approximately 5% of the issued and outstanding common shares of the Company. All shares repurchased by 
the Company will be cancelled.

Recent Accounting Developments
In FY2003, the Company will be required to adopt the recently issued accounting standards for financial 

reporting purposes from CICA Handbook Section 3870 – Stock-Based Compensation and Other Stock-Based 
Payments. The impact of adopting these new standards on the Consolidated Statements of Earnings and 
Deficit has not been determined.

Risks
Certain statements made in this report by the Company constitute forward looking statements, and are 

subject to risks and uncertainties that may cause future results to differ materially from those expected. 
Factors that may cause such difference include, but are not limited to, the factors discussed below. If any of 
the following events actually occur, they could materially adversely affect the Company, its financial condition 
or results of operations.

 We depend heavily on our government contracts, which are only partially funded, subject to termination, 
heavily regulated and audited. The termination of one or more of these contracts could have a negative impact 
on our operations. The contract termination clauses are generally in favour of the Government Agencies. 
Typically the termination clause for convenience is 30 days or less with the condition that all costs to that date 
are paid by the Government Agencies. 

 The termination of funding for a government program would result in a loss of anticipated future revenues 
attributable to that program. That could have a negative impact on our operations. Also, we can give no 
assurance that we would be able to procure new government contracts to offset the revenues lost as a result 
of any termination of our contracts. As our revenues are dependent on our procurement, performance and 
payment under our contracts, the loss of one or more critical contracts could have a negative impact on our 
financial condition. 
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 In addition, sales to the governments we work with may be affected by:

•  changes in procurement policies;

•  budget considerations;

•  changing concepts of national defence; and

•  political developments abroad.

 The influence of any of these factors, which are largely beyond our control, could also negatively impact 
our financial condition. 

 We derive a significant amount of revenue from only a few customers. We depend on the United 
States, Canadian and Danish governments for a significant portion of our sales, and the loss of any of these 
relationships or a shift in any of these governments’ funding could have severe consequences on our financial 
condition. 

 Approximately 38%, 23% and 23% of our revenue in fiscal 2002 were from the U.S. Coast Guard, Canadian 
Navy and Royal Danish Navy, respectively. Therefore, any significant disruption or deterioration of any of our 
relationships with these entities’ governments would significantly reduce our revenues. These governments 
may choose to use other competing corporations for their navigational equipment. In addition, a shift in 
government spending to other programs in which we are not involved could have severe consequences for 
our results of operations. 

 Our product lines are not broadly diversified. 

 We derive and expect to derive a substantial majority of our revenue from navigational equipment sales. 
If customers do not purchase our products as a result of competition, technological change, budget constraints 
or other factors, we do not have other product categories that we could rely on to make up any shortfall 
in sales. As a result, our revenue could decrease and our business and operating results would be 
adversely affected. 

 We derive a significant portion of our revenues from international sales and are subject to the risks of 
doing business in foreign countries. 

 In fiscal 2002, approximately 76%, of our revenue were from international customers, including 
governmental customers: 53% from the United States and 23% from other international countries. We expect 
that international sales will continue to account for a significant portion of our revenues for the foreseeable 
future.  As a result, we are subject to risks of doing business internationally, including those risks related to:

•  changes in regulatory requirements;

•  domestic and foreign government policies, including requirements to expend a portion 

 of program funds locally and governmental industrial co-operation requirements;

•  fluctuations in foreign currency exchange rates;

•  the complexity and necessity of using foreign representatives and consultants;

•  imposition of tariffs or embargoes, export controls and other trade restrictions; and

•  compliance with a variety of foreign laws.

 While the presence of these factors and the impact of these factors are difficult to predict, any one or more 
of them could adversely affect our operations in the future. 

Management Discussion and Analysis      For the year ended November 30, 2002
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 Competition within our markets may reduce our procurement of future contracts and our sales. 

The defence industry in which we operate is highly competitive. Our competitors range from smaller 
companies, which are primarily targeting the pleasure boat market, to large diversified corporations in the 
radar/marine equipment segment of the industry. Some of our competitors may have more extensive or more 
specialized engineering, manufacturing and marketing capabilities than we have. There can be no assurance 
that we can continue to compete effectively with these companies. 

 Our future success will depend on our ability to develop new technologies that achieve market 
acceptance. 

The defence market is characterized by rapidly changing technologies and evolving industry standards. 
Accordingly, our future performance depends on a number of factors, including our ability to:

•  identify emerging technological trends in our market;

•  develop and maintain competitive products;

•  enhance our products by adding innovative features that differentiate our products from those 

 of our competitors; and

•  manufacture and bring products to market quickly at cost-effective prices.

We believe that, in order to remain competitive in the future, we will need to continue to develop new 
products, which will require the investment of significant financial resources in new product development. 
In addition, there can be no assurance that the market for our products will develop or continue to expand as 
we currently anticipate. The failure of our technology to gain market acceptance could significantly reduce 
our revenues and harm our business. Furthermore, we cannot be sure that our competitors will not develop 
competing technology, which gains market acceptance in advance of our products. The possibility that our 
competitors might develop new technology or products might cause our existing technology and products 
to become obsolete. If we fail in our new product development efforts or our products fail to achieve market 
acceptance more rapidly than our competitors, our revenues will decline and our business, financial condition 
and results of operations will be negatively affected. 

We depend on the recruitment and retention of qualified personnel, and our failure to attract and retain 
such personnel could seriously harm our business. 

Due to the specialized nature of our business, our future performance is highly dependent upon the 
continued services of our key engineering personnel and executive officers. Our prospects depend upon our 
ability to attract and retain qualified engineering, manufacturing, marketing, sales and management personnel 
for our operations. Competition for personnel is intense, and we may not be successful in attracting or retaining 
qualified personnel. Our failure to compete for these personnel could seriously harm our business, results of 
operations and financial condition. 
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 We may be unable to adequately protect our intellectual property rights, which could affect our 
ability to compete. 

Protecting our intellectual property rights is critical to our ability to compete and succeed as a company. 
We have trademark and copyright registrations, which are necessary and contribute significantly to the 
preservation of our competitive position in the market. There can be no assurance that any of these patents 
and other intellectual property will not be challenged, invalidated or circumvented by third parties. In the 
future, we may not be able to obtain necessary licenses on commercially reasonable terms. We enter into 
confidentiality and invention assignment agreements with our employees, and enter into nondisclosure 
agreements with our suppliers and customers, as appropriate, so as to limit access to and disclosure of our 
proprietary information. These measures may not suffice to deter misappropriation or independent third party 
development of similar technologies. 

We depend on component availability and our key suppliers to manufacture and deliver our 
products and services. 

 Our operations are highly dependent upon the delivery of materials by outside suppliers in a timely 
manner. While we enter into purchase agreements with a few of our suppliers, we cannot be sure that materials, 
components, and subsystems will be available in the quantities we require, if at all. If any of the suppliers 
fail to meet our needs, we may not have readily available alternatives. Our inability to fill our supply needs 
would jeopardize our ability to satisfactorily complete our obligations under our contracts on a timely basis. 
This might result in reduced sales, contractually imposed penalties for delay in delivery, termination of one 
or more of these contracts or damage to our reputation and relationships with our customers. All of these 
events could have a negative effect on our financial condition. 

The unpredictability of our results may harm or contribute to the volatility of the trading price of 
our securities. 

Our operating results may vary significantly over time for a variety of reasons, many of which are outside 
our control and any of which may harm our business. The value of our securities may fluctuate as a result of 
considerations that are difficult to forecast, such as:

•  the volume and timing of product orders received and delivered;

•  levels of product demand;

•  government spending patterns;

•  the timing of contract receipt and funding;

•  our ability and the ability of our key suppliers to respond to changes in customer orders;

•  the timing of our new product introductions and our competitors’ new product introductions;

•  the cost and availability of components and subsystems;

•  price erosion;

•  the adoption of new technologies and industry standards;

•  competitive factors, including pricing, availability and demand for competing products;

•  fluctuations in foreign currency exchange rates; and

•  regulatory developments.

Management Discussion and Analysis      For the year ended November 30, 2002
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We may require additional capital, in which case we may need to raise additional funds from lenders and 
equity markets in the future. 

If our expenses exceed our revenues, we may choose to raise additional financing. In addition, we may 
choose to raise additional financing in order to capitalize on potential opportunities in the marketplace that 
may accelerate our growth objectives. Our ability to arrange such financing in the future will depend in part on 
the prevailing capital market conditions as well as on our business performance. There can be no assurance 
that we will be successful in our efforts to arrange additional financing, if needed, on terms satisfactory to 
us. If additional financing is raised by the issuance of shares, shareholders may experience dilution to their 
equity interest in the Company. 

 Our business could be adversely affected if we fail to manage our growth effectively. 

If we fail to manage our growth effectively, our business and operating results could be adversely 
affected, which could cause the market price of our stock to fall. We expect to continue to grow our operations 
domestically and internationally, and to hire additional employees. The growth in our operations and staff 
has placed, and will continue to place, a significant strain on our management systems and resources. If we 
fail to manage our future anticipated growth, we may experience higher operating expenses, and we may be 
unable to meet the expectations of investors with respect to future operating results. To manage this growth 
we must, among other things, continue to:

•  improve our financial and management controls, reporting systems and procedures;

•  add and integrate new senior management personnel;

•  improve our licensing models and procedures;

•  hire, train and retain qualified employees;

•  control expenses;

•  diversify channel sales strategies; and

•  invest in our internal networking infrastructure and facilities.

We have committed a significant amount of funds to obtaining additional systems and facilities to 
accommodate our current and future anticipated growth. To the extent that this anticipated growth does not 
occur or occurs more slowly than we anticipate, we may not be able to reduce expenses to the same degree. 
If we incur operating expenses out of proportion to revenue in any given quarter, our operating results may 
be adversely impacted. 

 Third parties may claim that we infringe their proprietary rights. 

We potentially may receive claims that we have infringed the intellectual property rights of others. 
As the number of products in the software industry increases and the functionality of these products further 
overlap, we may become increasingly subject to infringement claims, including patent, trademark and 
copyright infringement claims. In addition, former employers of our former, current or future employees may 
assert claims that such employees have improperly disclosed to us the confidential or proprietary information 
of these former employers. Any such claim, with or without merit, could be time-consuming to defend, result 
in costly litigation, divert management’s attention from our core business, require us to stop selling or delay 
shipping, or cause the redesign of our product. In addition, we may be required to pay monetary amounts as 
damages, for royalty or licensing arrangements, or to satisfy indemnification obligations that we have with 
some of our customers. 
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We license and use software from third parties in our business. These third party software licenses may 
not continue to be available to us on acceptable terms. Also, these third parties may from time to time receive 
claims that they have infringed the intellectual property rights of others, including patent and copyright 
infringement claims, which may affect our ability to continue licensing this software. Our inability to use any 
of this third party software could result in shipment delays or other disruptions in our business, which could 
materially and adversely affect our operating results. 

We may not be able to protect our proprietary information. 

 We rely on a combination of copyright, trademark and trade secret laws, confidentiality procedures, 
contractual provisions and other measures to protect our proprietary information. All of these measures afford 
only limited protection. These measures may be invalidated, circumvented or challenged, and others may 
develop technologies or processes that are similar or superior to our technology. Despite our efforts to protect 
our proprietary rights, unauthorized parties may attempt to copy our products or to obtain or use information 
that we regard as proprietary. 

 Our products may contain significant defects which may result in liability and/or decreased sales. 

Software products frequently contain errors or failures, especially when first introduced or when new 
versions are released. Despite our efforts to test our products, we might experience significant errors or failures 
in our products, or they might not work with other hardware or software as expected, which could delay the 
development or release of new products or new versions of products, or which could adversely affect market 
acceptance of our products. End-user customers use our products for applications that are critical to their 
businesses, and they have a greater sensitivity to product defects than the market for other software products 
generally. Our customers may claim that we are responsible for damages to the extent they are harmed by 
the failure of any of our products. If we were to experience significant delays in the release of new products 
or new versions of products, or if customers were dissatisfied with product functionality or performance, we 
could lose revenue or be subject to liability for service or warranty costs, and our business and operating 
results could be adversely affected. 

Management Discussion and Analysis      For the year ended November 30, 2002
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To the Shareholders of Offshore Systems International Ltd.
We have audited the consolidated balance sheets of Offshore Systems International Ltd. as at November 30, 

2002 and 2001 and the consolidated statements of earnings and deficit and cash flows for the years then ended. 
These financial statements are the responsibility of the Company’s management. Our responsibility is to express 
an opinion on these financial statements based on our audits.

We conducted our audits in accordance with Canadian generally accepted auditing standards. Those standards 
require that we plan and perform an audit to obtain reasonable assurance whether the financial statements are 
free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and 
disclosures in the financial statements. An audit also includes assessing the accounting principles used and significant 
estimates made by management, as well as evaluating the overall financial statement presentation.

In our opinion, these consolidated financial statements present fairly, in all material respects, the financial 
position of the Company as at November 30, 2002 and 2001 and the results of its operations and its cash flows for the 
years then ended in accordance with Canadian generally accepted accounting principles. As required by the British 
Columbia Company Act, we report that, in our opinion, these principles have been applied on a consistent  basis.

On January 17, 2003, we reported separately, in accordance with generally accepted auditing standards in the 
United States, to the shareholders of Offshore Systems International Ltd. on consolidated financial statements for 
each of the two years in the period ended November 30, 2002, prepared in accordance with generally accepted 
accounting principles in the United States.

Vancouver, British Columbia
January 17, 2003

The accompanying financial statements and related data are the responsibility of management.
Management is responsible for ensuring that the Financial Statements are prepared in accordance with accounting 

principles generally accepted in Canada.
The integrity of the financial process is also the responsibility of management. Management maintains systems of 

internal controls designed to provide reasonable assurance that transactions are authorized, assets are safeguarded, 
and reliable financial information is produced. Management selects accounting principles and methods that are 
appropriate to the Company’s circumstances, and makes decisions affecting the measurement of transactions in 
which estimates or judgements are required to determine the amounts reported.

The Audit Committee has responsibility for reviewing the annual financial statements and the external auditors’ 
report and recommending the annual financial statements to the Board of Directors for approval.

The Board of Directors is responsible for ensuring that management fulfils its responsibilities for financial 
reporting. The Board has responsibility for reviewing and approving the financial statements.

The external auditors audit the financial statements annually on behalf of the shareholders. 
The external auditors have free access to management, and the Audit Committee.

John A. Jacobson    John Sentjens, CA
President and CEO    Corporate Controller

Management’s Responsibility for Financial Reporting 

Auditors’ Report
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2002
$

2001
$

Assets

Current assets

Cash and cash equivalents 3,244,048 2,037,625

Accounts receivable (note 3) 3,968,639 2,857,370

Inventory (note 4) 1,266,806 870,354

Prepaid expenses and deposits 232,215 245,263

Future tax asset (note 12) 98,860 11,700

8,810,568 6,022,312

Future tax asset (note 12) 554,856 215,600

Plant and equipment and intangible assets (note 5) 1,401,014 1,137,095

10,766,438 7,375,007

Liabilities

Current liabilities

Accounts payable and accrued liabilities (note 6) 2,584,409 1,416,075

Billings in excess of revenues 1,642,725 1,717,720

Rent payable (note 8) 133,942 40,366

4,361,076 3,174,161

Accrued long-term royalties (note 10) 372,717 240,183

Rent payable (note 8) - 131,301

4,733,793 3,545,645

Shareholders’ Equity

Capital stock (note 9) 18,220,929 17,625,427

Warrants (note 9) - 27,250

Deficit (12,188,284) (13,823,315)

6,032,645 3,829,362

10,766,438 7,375,007

Commitments and contingencies (note 11)

Subsequent events (note 16)

Approved by the Board of Directors

Tony Pezzotti  Helmut Lobmeier
Director   Director

Consolidated Balance Sheets  As of November 30, 2002 and 2001
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2002
$

2001
$

Revenue

Systems and system components 9,762,039 5,884,487

Geomatics 2,347,464 1,073,157

Software 970,323 617,373

Other 788,953 344,615

13,868,779 7,919,632

Direct costs 6,965,409 3,334,260

Gross profit 6,903,370 4,585,372

Expenses

General and administrative 2,596,895 1,957,305

Research and development 1,516,528 1,206,974

Sales and marketing 1,761,669 1,141,659

Amortization 375,769 394,168

Interest 3,582 55,380

Foreign exchange loss (gain) 49,952 (62,356)

Technology Partnerships Canada royalty (note 10) 476,189 391,951

Technology Partnerships Canada contribution (note 10) (863,851) (768,818)

5,916,733 4,316,263

Earnings from operations 986,637 269,109

Proceeds on settlement of claim (note 11) 221,978 -

Earnings before income tax recovery 1,208,615 269,109

Future income tax recovery (note 12) 426,416 227,300

Net earnings for the year 1,635,031 496,409

Deficit - Beginning of year (13,823,315) (14,319,724)

Deficit - End of year (12,188,284) (13,823,315)

Earnings per share (note 9)

Basic 0.06 0.02

Diluted 0.06 0.02

Weighted average number of common shares outstanding

Basic 25,288,725 23,842,549

Diluted 27,285,617 25,476,614

Consolidated Statements of Income           For the years ended November 30
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2002
$

2001
$

Cash flows from operating activities

Net earnings for the year 1,635,031 496,409

 Items not affecting cash

  Amortization 375,769 394,168

  Future tax recovery (426,416) (227,300)

  Gain on disposal of plant and equipment (15,447) -

1,568,937 663,277

Changes in non-cash working capital items

 Accounts receivable (1,111,269) (1,517,723)

 Inventory (396,452) 533,087

 Prepaid expenses and deposits 13,048 (186,296)

 Accounts payable and accrued liabilities 1,168,334 (173,502)

 Billings in excess of revenues (74,995) 1,620,177

 Rent payable (37,725) (20,861)

 Royalties payable 132,534 193,546

(306,525) 448,428

1,262,412 1,111,705

Cash flows from financing activities

Proceeds from issuance of capital stock 568,252 416,120

Repayment of note payable - (97,750)

568,252 318,370

Cash flows from investing activities

Plant and equipment additions (704,241) (154,773)

Proceeds from disposal of plant and equipment 80,000 -

(624,241) (154,773)

Increase in cash and cash equivalents 1,206,423 1,275,302

Cash and cash equivalents - Beginning of year 2,037,625 762,323

Cash and cash equivalents - End of year 3,244,048 2,037,625

Consolidated Statements of Cash Flow         For the years ended November 30
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1 Nature of operations
Offshore Systems International Ltd. (OSIL) develops and markets military and commercial electronic navigation 

aids and produces geomatic products and services. Collectively, OSIL and its subsidiaries are referred to as the Company. 

The Company’s systems line of business develops and produces electronic marine navigation aids. The Company’s 

geomatics line of business produces land mapping and nautical charting products and services.

2 Summary of significant accounting policies

Principles of consolidation
These consolidated financial statements include the accounts of the Company and its wholly owned subsidiaries. 

All material intercompany transactions and balances have been eliminated on consolidation.

Foreign currency translation
In prior years, the Company’s U.S. based subsidiary provided sales, support and distribution services for a number 

of third party manufacturers of navigation aids and marine technologies and was designated a self-sustaining operation. 

During the fiscal year ended November 30, 2002, the nature of the entity’s operations changed such that it services the 

Company’s U.S. market of the geomatics business line and is now designated as a fully integrated operation. As a result, the 

foreign currency translation method used for the financial statements of the subsidiary included in the consolidated financial 

statements was changed from the current method to the temporal method. Under the temporal method, monetary items 

are translated into Canadian dollars at the rates in effect at the balance sheet dates. Non-monetary items are translated at 

historical rates. Translation gains and losses are included in earnings. This change in method has been accounted for on 

a prospective basis.

The Company purchases foreign exchange forward contracts to hedge anticipated sales to customers in the United 

States and the related accounts receivable. Foreign exchange translation gains and losses on foreign currency denominated 

derivative financial instruments used to hedge anticipated U.S. dollar denominated sales are recognized as an adjustment 

of the revenues when the sale is recorded. The Company does not utilize derivative financial instruments for trading or 

speculative purposes.

Foreign currency denominated monetary assets and liabilities of Canadian operations are translated into Canadian 

dollars at rates of exchange in effect at the balance sheet date, and revenues and expenses at average rates of exchange 

during the year. Exchange gains and losses arising on translation are included in earnings.

Use of estimates
The preparation of financial statements in conformity with Canadian generally accepted accounting principles requires 

management to make estimates and assumptions which affect the reported amounts of assets and liabilities and the 

disclosure of contingent assets and liabilities at the date of the financial statements and revenues and expenses for the 

periods reported. Actual results could differ from these estimates.

Cash and cash equivalents
Cash and cash equivalents consist of cash and deposit instruments with an initial maturity of three months or less.

Inventory
Raw materials and parts are stated at the lower of cost and replacement value. Work-in-process and manufactured 

parts are stated at the cost of materials and direct labour applied to the product and the applicable share of overhead. 

Finished goods are stated at the lower of cost and net realizable value.

Notes to Consolidate Financial Statements          November 30, 2002 & 2001
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Plant and equipment and intangible assets
Plant and equipment and intangible assets are recorded at cost. Amortization is provided using the declining balance 

method based on the assets’ estimated useful lives as follows:

%

Equipment 20 - 25

Computer software  33

Furniture and fixtures  20

Leasehold improvements  20

Licenses and patents  10

Deferred chart costs consist of labour and other direct costs related to the development of electronic charts. These costs 

are amortized over a five-year period based on the estimated useful life of the underlying charts developed. The deferred 

chart costs have been fully amortized as of November 30, 2002.

Impairment loss is recognized when the undiscounted cashflows expected from use and eventual disposition of the 

asset are less than the carrying amount of the asset. The measurement of the impairment is based on the discounted 

cashflows.

Income taxes
The Company accounts for income taxes under the asset and liability method of determining income taxes as prescribed 

by the Canadian Institute of Chartered Accountants (CICA) 3465 - Income Taxes. Under the asset and liability method of 

tax allocation, future income tax assets and liabilities are determined based on differences between the financial reporting 

and tax bases of assets and liabilities and are measured using the tax rates and laws expected to be in effect when the 

differences are expected to reverse. The Company provides a valuation allowance against the excess to the extent that the 

Company does not consider it to be more likely than not that a future tax asset will be recovered.

Revenue recognition
Certain revenue from projects for navigation systems is recognized using the percentage of completion method of 

accounting, whereby revenue and profit in the period are based on the ratio of costs incurred to total estimated costs of the 

project for each segment of the project. Costs include all direct costs including material, labour and subcontracting costs 

and certain indirect costs related to contracts. A provision is made for the entire amount of future estimated losses, if any, 

on contracts in progress.

Certain other systems revenue and revenue from navigation software is recognized at the time of delivery of the 

system to the customer or the delivery of the software and software locks to the customer if persuasive evidence exists 

of an agreement with the customer, the price is fixed and determinable, collection is probable, and there are no ongoing 

obligations of the Company to provide future services.

Systems revenue under bill-and-hold arrangements, whereby revenue has been recognized but the goods have not been 

shipped, is recognized when the customer has a substantial business purpose for ordering the goods on a bill-and-hold 

basis and the Company does not retain any specific performance obligations such that the earnings process is not complete. 

Goods held under such arrangements are segregated, ready for shipment and not subject to being used to fill other orders. 

The customers are charged additional fees for storage and other associated costs until shipment occurs.

Notes to Consolidate Financial Statements          November 30, 2002 & 2001



30

Offshore Systems International Ltd_2002

31

Certain revenue from the sale of geomatics services is recognized as the services are provided. Revenue from projects for 

certain other geomatics services is recognized using the percentage of completion method of accounting, whereby revenue 

and profit in the period are based on the ratio of costs incurred to total estimated costs of the project for each segment of the 

project. Costs include all direct costs including material, labour and subcontracting costs and certain indirect costs related 

to contracts. A provision is made for the entire amount of future estimated losses, if any, on contracts in progress.

Revenue from the sale of geomatics products is recorded at the time of delivery.

Revenue from systems components and other revenues are recorded at the time of delivery or as the 

services are provided.

Research and development 
Research costs are expensed in the period incurred. Development costs are expensed in the period incurred unless, in 

the opinion of management, the deferral criteria established by the CICA are satisfied in all material respects, in which case 

development expenditures are capitalized and amortized over the estimated life of the related products.

Government assistance
Government assistance is recorded in the accounts when there is reasonable assurance that the Company has complied 

with, and will continue to comply with, all conditions necessary to obtain the grants. Government assistance towards current 

research expenditures is recorded as a reduction of expenses in the consolidated statement of earnings. The liability to 

repay government assistance is recognised as an expense in the period in which conditions arise that cause the government 

assistance to be repayable.

Stock-based compensation
The Company has stock option plans as described in note 9. No compensation expense is recognized when stock options 

are issued to directors, employees and third parties approved of by the board of directors. Consideration paid on exercise 

of the stock options is credited to capital stock.

Earnings per share
Basic earnings per share are computed using the weighted average number of common shares outstanding during the 

year. The treasury stock method is used for the calculation of diluted earnings per share. Under the treasury stock method, 

the weighted average number of common shares outstanding for the calculation of diluted earnings per share assumes 

that the proceeds to be received on the exercise of dilutive stock options and warrants are applied to repurchase common 

shares at the average market price for the period. Stock options and warrants are dilutive when the average market price 

of the common shares during the period exceeds the exercise price of the options and warrants.

Comparative figures
Certain of the prior year figures have been reclassified to conform with the current year’s financial statement 

presentation.

3 Accounts receivable
2002

$
2001

$

Trade 2,785,531 2,381,025

Technology Partnerships Canada contribution (note 10) 157,708 119,080

Unbilled accounts receivable 872,128 340,484

Other 153,272 16,781

3,968,639 2,857,370
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4 Inventory

2002
$

2001
$

Raw materials and parts 1,198,719 870,354

Finished goods 68,087 -

1,266,806 870,354

5 Plant and equipment and intangible assets
2002

Cost
$

Accumulated
amortization

$
Net

$

Equipment 3,557,622 2,629,162 928,460

Computer software 630,036 272,235 357,801

Furniture and fixtures 123,331 76,771 46,560

Leasehold improvements 222,196 176,485 45,711

Licenses and patents 57,267 34,785 22,482

Deferred chart costs 1,257,093 1,257,093 -

5,847,545 4,446,531 1,401,014

2001

 Cost
$

Accumulated
amortization

$
Net

$

Training and development vessel 234,644 170,091 64,553

Equipment 3,239,503 2,438,863 800,640

Computer software 251,936 183,070 68,866

Furniture and fixtures 115,309 66,754 48,555

Leasehold improvements 222,196 165,057 57,139

Licenses and patents 57,267 32,287 24,980

Deferred chart costs 1,257,093 1,184,731 72,362

5,377,948 4,240,853 1,137,095

Notes to Consolidate Financial Statements          November 30, 2002 & 2001
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6 Accounts payable and accrued liabilities
2002

$
2001

$

Trade 1,323,991 297,012

Accrued employee costs 489,475 306,521

Accrued liabilities 431,563 603,113

Accrued royalties (note 10) 339,380 209,429

2,584,409 1,416,075

7 Credit facilities
In November 2002, the Company renewed certain credit facilities with a Canadian chartered bank. The credit facilities 

consist of an operating line, a forward exchange contract facility and standby letters of credit. The operating line, which 

is to be used to finance the Company’s accounts receivable and inventory, bears interest at the chartered bank’s prime 

lending rate plus 1.25% with interest payable monthly. The standby letters of credit are denominated in U.S. dollars and 

bear interest at rates between 1% and 2% per annum. Funds drawn on the operating line and the standby letters of credit 

are repayable on demand. As of November 30, 2002, letters of credit, relating principally to customer contracts, amounting 

to U.S.$859,900 have been issued. The Company utilizes letters of credit to back certain performance obligations with its 

customers. These standby letters of credit have been insured through Export Development Canada.

The maximum amounts available to the Company under the operating line and forward exchange contract facility are 

$1,000,000, and U.S.$1,000,000, respectively. The credit facilities are secured by a general assignment of book debts, a 

general security agreement and a guarantee, also secured by general security agreements, from each of OSL, OSI Geomatics 

Ltd and OSI Geomatics Inc. In addition, the Company is required to meet certain covenants as outlined in the credit facilities 

agreement. As at November 30, 2002, the Company had drawn on its foreign exchange contract facility in the amount of 

U.S.$350,000. The Company has not drawn on the operating line facility.

8 Rent payable
During 1999, the Company negotiated a deferral of rent expense covering a nine-month period commencing August 

1, 1999. The deferred rent expense is repayable after the nine-month period to the extent of 15% of the net income for the 

period. The amount of deferred rent expense as at November 30, 2002 is $133,942 (2001 - $171,667).

9 Capital stock

Authorized
100,000,000 Common shares without par value.

100,000,000  Class A preference shares without par value, issuable in series, of which 10,000,000 shares are designated 

Series A voting non-cumulative retractable convertible 1% preference shares.

100,000,000 Class B preference shares with a par value of $50 each
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Issued

2002 2001

Number of
common shares Amount

$

Number of
common shares Amount

$

Balance - Beginning of year 24,694,549 17,625,427 23,540,975 17,209,307

Issued during the year

 Exercise of stock options 1,206,664 495,752 1,137,198 416,615

 Exercise of share purchase warrants 125,000 99,750 - -

 Class A preference shares converted 17,030 - 16,376 -

Less:  Share issue costs - - - (495)

Balance - End of year 26,043,243 18,220,929 24,694,549 17,625,427

The Company has 41,296 (2001 - 58,326) Class A preference shares outstanding which have a nominal value for financial 

statement purposes. These Class A preference shares are being held in escrow and can be released subject to certain release 

provisions and obtaining approval from the appropriate regulatory authorities.

Stock option plans
The Company has established three stock option plans under which options to purchase common shares may be granted 

to directors, officers and employees of the Company and to any other person or company permitted by the applicable 

regulatory authorities to purchase unissued common shares. The number of common shares authorized for grant under 

the Company’s stock option plans is 10,930,732. The exercise price of options granted pursuant to the plans may not be 

less than the market price of the common shares at the time of grant. The plans provide that options may be granted with 

vesting periods and expiry dates at the discretion of the board of directors. Options granted to directors vest immediately 

and options granted to employees vest one year after the date granted.A summary of the status of the Company’s stock 

option plans at November 30 is as follows:

2002 2001

Number 
of shares

Weighted 
average 
exercise 

price
$

Number 
of shares

Weighted 
average 
exercise 

price
$

Outstanding - Beginning of year 3,497,496 0.59 3,237,450 0.54

 Granted 865,000 1.19 2,535,346 0.59

 Exercised (1,206,664) 0.41 (1,137,198) 0.35

 Forfeited (15,897) 0.96 (297,028) 0.57

 Expired (9,888) 0.28 (841,074) 0.45

Outstanding - End of year 3,130,047 0.83 3,497,496 0.59

Notes to Consolidate Financial Statements          November 30, 2002 & 2001
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A summary of the Company’s stock options outstanding and exercisable at November 30, 2002 is as follows:

Options outstanding Options exercisable

Range of
exercise prices

$

Number 
outstanding at 

November 
30, 2002

Weighted
average

remaining 
contractual life

(years)

Weighted 
average
exercise 

price 
$

Number
 exercisable at 

November 
30, 2002

Weighted 
average
exercise 

price 
$

0.40 - 0.60 1,133,138  1.02  0.45 1,133,138 0.45

0.61 - 0.90 695,250  1.51  0.76 695,250 0.76

0.91 - 1.35 1,031,409  2.23  1.12 1,031,409 1.12

1.36 - 1.50 270,250  1.38  1.48 270,250 1.48

0.40 - 1.50 3,130,047  1.56  0.83 3,130,047 0.83

Shareholder Rights Plan
On April 18, 2001, the board of directors of the Company adopted a shareholder rights plan (the Rights Plan). 

The Rights Plan was approved by the Toronto Stock Exchange in accordance with its policies, and was also approved 

by the shareholders of the Company by ordinary resolution at the annual general meeting of the Company held on 

May 28, 2001. 

The objectives of the Rights Plan are to ensure, to the extent possible, that all shareholders of the Company are 

treated equally and fairly in connection with any take-over offer for the Company. Take-over offers may not always result 

in shareholders receiving equal or fair treatment or full value for their investment. In addition, current Canadian securities 

legislation only requires a take-over offer to remain open for 21 days. The board believes that this period may be insufficient 

for the shareholders to evaluate a bid, or for the board to pursue alternatives that could maximize shareholder value and 

to make informed recommendations to shareholders.

The Rights Plan is designed to discourage discriminatory or unfair take-over offers for the Company and gives the board 

time, if appropriate, to pursue alternatives to maximize shareholder value in the event of an unsolicited take-over bid for the 

Company. The Rights Plan will encourage an offeror to proceed by way of a permitted bid or to approach the board with a view 

to negotiation by creating the potential for substantial dilution of the offeror’s position. The permitted bid provisions of the Rights 

Plan are designed to ensure that, in any take-over bid, all shareholders are treated equally, receive the maximum value for their 

investment and are given adequate time to properly assess the take-over bid on a fully informed basis.

Warrants
During 2000, the Company issued 125,000 share purchase warrants in connection with a note payable financing. Each 

share purchase warrant allows the holder to acquire one common share of the Company at an exercise price of $0.58 per 

share. The warrants issued with the note payable have been separately allocated within shareholders’ equity. The value 

allocated to the warrants was estimated using the Black-Scholes valuation model with the residual amount allocated to the 

related note payable. As of November 30, 2002, all warrants have been exercised.
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Earnings per share
Basic earnings per share are calculated based upon the weighted average number of common shares outstanding 

during the year.

Diluted earnings per share calculations, if dilutive, include the effect of common stock options using the treasury

stock method.

The calculation of basic and diluted earnings per share is as follows:

2002
$

2001
$

Basic earnings per share

Net earnings 1,635,031 496,409

Weighted average number of common shares outstanding 25,288,725 23,842,549

Basic earnings per share  0.06  0.02

Diluted earnings per share

Net earnings 1,635,031 496,409

Weighted average number of common shares outstanding 25,288,725 23,842,549

Dilutive effect of stock options 1,955,596 1,496,146

Dilutive effect of preference shares 41,296 58,326

Dilutive effect of warrants - 79,593

Adjusted weighted average number of common shares outstanding 27,285,617 25,476,614

Diluted earnings per share  0.06  0.02

10 Technology Partnerships Canada
Effective December 23, 1998, the Company entered into an agreement with Technology Partnerships Canada (TPC). 

TPC is a technology investment fund of the Canadian federal government established to contribute to the achievement of 

increasing economic growth, creating jobs and wealth, and supporting sustainable development in Canada. TPC granted 

financial assistance to the Company for the purpose of funding research and development activities to be completed on 

or before March 31, 2003. To receive the financial assistance, the Company must submit claims to TPC for eligible costs. 

Eligible costs include labour, material and other costs directly attributable to the research and development activities. Under 

the agreement with TPC, the Company is eligible to receive contributions to a maximum of $4,000,177 over the period 

from December 23, 1998 to March 31, 2003. To November 30, 2002, the Company has received $3,614,997. The Company is 

eligible to claim a further $376,882 from December 1, 2002 to March 31, 2003. During 2002, the Company incurred eligible 

costs of $863,851 (2001 - $768,818) and has claimed the full amount from TPC. These amounts have been applied to reduce 

expenses in the consolidated statements of earnings.

In addition, the Company is required to pay a royalty of 3% to TPC on all revenues that OSL, the Company’s wholly 

owned subsidiary, earns from December 1, 1999 to November 30, 2008. The royalty payments do not relate to the ownership 

of the intellectual property (IP). Ownership of the IP remains with the Company. Royalty payments will continue until the 

cumulative royalties paid or payable to November 30, 2008 are at least $7,810,230 or until November 30, 2014. The Company 

accrues royalties when evidence exists that the realization of revenue from customers becomes probable.

Notes to Consolidate Financial Statements          November 30, 2002 & 2001



36

Offshore Systems International Ltd_2002

37

TPC royalties paid and accrued are as follows:

2002
$

2001
$

Royalties paid 213,704 140,455

Accrued royalties

Short term 339,380 209,429

Long term 372,717 240,183

712,097 449,612

If the Company causes an event of default, as defined in the agreement, TPC can suspend or terminate any obligation 

to contribute to the costs of the project or require the Company to repay all or part of the contributions made, together with 

interest, from the date of demand.

11 Commitments and contingencies
The Company has entered into operating leases for its office premises in Canada and for certain equipment. Minimum 

lease payments required under the remaining terms of the leases are as follows:

$

Years ending November 30

2003 276,039

2004 266,032

2005 264,588

2006 256,705

2007 171,137

1,234,501

In addition to basic rent, the Company is required to pay a portion of certain costs and property taxes for the above 

commitments. In 2002, the Company paid $79,973 (2001 - $73,142) for these costs.

During 2000, the Company received the preliminary findings of a Canadian government contract audit. In June 1992, 

the Company entered into a contract with the Canadian Hydrographic Service (the CHS). Under the terms of the contract, 

the Company received $1,845,925, over a four-year period, relating to certain expenditures made for its electronic chart 

demonstration project. The preliminary findings of the audit had concluded that approximately $416,000 of project costs 

were to be clarified. During 2001, the Company received the results of the government contract audit, which indicated the 

Company had overclaimed approximately $95,000 under the program and was to reimburse the Crown. During 2002, the 

Company settled with the Crown without any repayment being required by the Company.

In October 2000, the Company filed a lawsuit against a supplier to Offshore Systems International Inc. (OSII) in response 

to this supplier’s decision to terminate its supply agreement with OSII. As part of the same lawsuit, the Company also filed 

against two former employees of OSII and a company of which they are officers. The suit sought damages on the grounds 

that these employees interfered with OSII’s contractual relationship with this same supplier. This suit has been settled in 

favour of OSII and the proceeds of $221,978 have been recorded in the Company’s financial statements.

In July 2002, the Company’s subsidiary OSL and three employees became subject to a lawsuit by Triathlon Ltd., a 

subsidiary of MacDonald, Dettwiler and Associates Ltd., related to use of confidential information and breach of fiduciary 

duty. No amount had been accrued at November 30, 2002 in respect of this claim because it is the opinion of management 

that the claim is without merit and the amount of loss, if any, cannot be reasonably estimated.
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12 Future income taxes
The Company is subject to Canadian federal and British Columbia provincial taxes in Canada. The Company is also 

subject to federal income taxes in the U.S. and Danish income taxes.

Earnings before income taxes consisted of the following:

2002
$

2001
$

Canadian income 1,064,690 269,109

U.S. income 143,925 -

1,208,615 269,109

The income tax recovery of $426,416 relates to Canadian future income taxes.

The Company has non-capital losses for Canadian income tax purposes of approximately $4,855,787, which are available 

for carry forward to reduce future years’ taxable income. These income tax losses expire as follows:

Year ending November 30 $

2003 172,395

2004 -

2005 1,759,504

2006 2,533,022

2007 193,676

2008 -

2009 197,190

The Company has non-capital losses for U.S. income tax purposes of approximately $787,062, which are available for 

carry forward to reduce future years’ taxable income of the U.S. Company. These income tax losses expire as follows:

Year ending November 30 $

2018 426,172

2019 -

2020 319,778

2021 41,112

Notes to Consolidate Financial Statements          November 30, 2002 & 2001
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The Company also has investment tax credits of approximately $329,410, which can be used to offset future income 

taxes otherwise payable and expire as follows:

Year ending November 30 $

2005 117,678

2006 130,114

2007 -

2008 -

2009 -

2010 -

2011 81,618

The Company has capital losses for Canadian income tax purposes of approximately $354,466 (2001 - $298,466), 

which are available for carry forward to reduce future years’ income from capital gains. These capital losses carry forward 

indefinitely.

The net future tax asset consists of the following:

2002
$

2001
$

Future tax assets

Non-capital loss carry-forwards 2,027,491 2,710,520

Net capital loss carry-forwards 126,261 126,261

Scientific research and experimental development costs 700,718 638,112

Investment tax credits 212,074 212,074

Plant and equipment 544,893 459,935

Other 28,119 38,472

3,639,556 4,185,374

Valuation allowance (2,985,840) (3,958,074)

Net future tax asset 653,716 227,300

A reconciliation of the combined Canadian federal and provincial income tax rate with the Company’s effective income 

tax rate is as follows:

2002
$

2001
$

Expected statutory rate  40.04%  44.62% 

Expected provision for income taxes 483,929 120,076

Change in tax rates applied in valuation allowance (41,915) 1,002,721

Change in valuation allowance (972,234) (1,426,355)

Effect of foreign tax rate differences (39,828) -

Non-deductible expenses and other 143,632 76,258

(426,416) (227,300)
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As a result of a Canadian federal tax reassessment non-capital loss carry forwards, scientific research and experimental 

developmental costs and related income tax credits have been adjusted resulting in a decrease of available future tax assets 

of approximately $637,000. The 2001 balances have been restated to reflect these amounts.

The Company believes that sufficient uncertainty exists regarding the realization of certain future tax assets that a 

valuation allowance is required. The Company continues to evaluate and examine the valuation allowance on a quarterly 

basis, and at such time future uncertainties are resolved, the valuation allowance may be further reduced.

13 Segmented information
The Company’s reportable segments are as outlined in note 1 and below. Accounting policies used by these segments 

are the same as those described in the summary of significant accounting policies.

2002

Systems
$

Geomatics
$

Total
$

Revenue 11,521,314 2,347,465 13,868,779

Technology Partnerships Canada - net (387,662) - (387,662)

Interest expense 2,869 713 3,582

Income tax recovery (426,416) - (426,416)

Net earnings 1,460,124 174,907 1,635,031

Assets employed 9,633,345 1,133,093 10,766,438

Plant and equipment expenditures 397,244 306,997 704,241

Amortization 242,362 133,407 375,769

2001

Systems
$

Geomatics
$

Total
$

Revenue 6,846,475 1,073,157 7,919,632

Technology Partnerships Canada - net (376,867) - (376,867)

Interest expense 53,303 2,077 55,380

Income tax recovery (227,300) - (227,300)

Net earnings 488,770 7,639 496,409

Assets employed 7,093,126 281,881 7,375,007

Plant and equipment expenditures 150,861 3,912 154,773

Amortization 212,051 182,117 394,168

Notes to Consolidate Financial Statements          November 30, 2002 & 2001
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Geographically, revenues reported are based on the location of the Company’s customers:

2002
$

2001
$

Canada 3,315,510 2,765,071

United States 7,366,982 4,090,320

Denmark 3,178,644 974,850

Other 7,643 89,391

Total revenue 13,868,779 7,919,632

Approximately 84% of revenue for the year ended November 30, 2002 (2001 - 88%) is derived from three ultimate 

customers at 38%, 23% and 23%, respectively (2001 - 48%, 28%, 12%).

Geographically, plant and equipment are reported based on location. At November 30, 2002 and 2001, all of the 

Company’s plant and equipment were located in Canada.

14 Financial instruments

Fluctuations in foreign currency exchange rates
The Company enters transactions denominated in U.S. dollars and as such its revenue, expenses, monetary assets and 

liabilities will be affected by fluctuations in the U.S. dollar relative to the Canadian dollar.

The Company uses foreign exchange forward contracts to hedge transactions denominated in United States dollars. 

The purpose of the Company’s hedging activities is to reduce the level of exposure to exchange rate movements, most 

significantly in the United States. At November 30, 2002, the Company had forward exchange contracts maturing in the 

following year to sell United States dollars in the amount of U.S.$350,000 (2001 - U.S.$nil).

Fair value
Financial instruments include cash and cash equivalents, letters of credit, accounts receivable, prepaid expenses 

and deposits, accounts payable and accrued liabilities, billing in excess of revenues, rent payable, and royalties payable. 

Due to the short period to maturity of the instruments, the carrying values as presented in the consolidated balance sheets 

approximate fair values.
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Concentration of credit risk
Financial instruments that potentially subject the Company to a significant concentration of credit risk consist primarily 

of cash and cash equivalents, and accounts receivable which are not collateralized. The Company limits its exposure to 

credit loss by placing its cash and cash equivalents with high credit quality financial institutions. Concentrations of credit 

risk with respect to accounts receivable are considered to be limited due to the credit quality of the customers comprising 

the Company’s customer base. The maximum amount of credit risk exposure is limited to the carrying amounts of these 

financial instruments.

The Company performs ongoing credit evaluations of its customers’ financial condition to determine the need for an 

allowance for doubtful accounts. The Company has not experienced significant credit losses to date.

15 Supplemental cash flow information

2002
$

2001
$

Cash paid during the year for interest 3,583 55,380

Cash received for interest 20,192 -

Cash paid during the year for income taxes - -

Non-cash financing and investing activities
Inventory transferred to plant and equipment 62,741 48,203

16 Subsequent events
In December 2002, the Company granted 1,055,601 stock options to directors and employees of the Company. 

These stock options were granted at a price of $1.01 per stock option.

In January 2003, the Company announced that it intends to proceed with a normal course issuer bid whereby 

it will purchase its own common shares out of the market through the facilities of the Toronto Stock Exchange. 

The board of directors of the Company has authorized the repurchase of up to 1,300,000 common shares, representing 

approximately 5% of the issued and outstanding common shares of the Company. All shares repurchased by the Company 

will be cancelled. The bid will commence on January 6, 2003 and terminate on January 15, 2004.

Notes to Consolidate Financial Statements          November 30, 2002 & 2001
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